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Witness |dentification
Q. Please state your name and business address.
A My name is Burma C. Jones. My business address is 527 East Capitol
Avenue, Springfield, Hlinois 62701.
Q. By whom are you employed and in what capacity?
A | am currently employed as an Accountant in the Accounting Department

of the Financial Analysis Division of the lllinois Commerce Commission

(“Commission”).

Q. Please describe your professional background and affiliations.

A. { am a licensed Certified Public Accountant with a Bachelor of Arts in
Accountancy from Sangamon State University, which is now known as the
University of lliinois at Springfield. | joined the Staff of the lllinois
Commerce Commission (“Staff’) in October 1999, My prior accounting
experience includes five years as the Assistant Controller for a mid-size

retail busihess and two and one-half years on the accounting staff of the

lilinois Office of the Comptroller.
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Q. Have you previously testified before any regulatory bodies?

A, Yes, | have testified on several occasions before the Commission.

Q. What is the purpose of your testimony in this proceeding?

A | have reviewed and analyzed Northern illinois Gas Company's (‘Nicor

Gas” or “Company”) filing, and the underlying data. The purpose of my
testimony is to propose adjustments to 1) rate case expense, 2) charitable
contributions, 3) office supplies and expenses, 4) memberships and dues,
and 5) environmental costs. In addition, | am recommending changes and
improvements to Rider VBA and Rider EEP in the event they are adopted

by the Commission.

Schedule ldentification

Q. Are you sponsoring any schedules as part of ICC Staff Exhibit 3.07

Al Yes, | prepared the following schedules for the Company, which show

data as of, or for the test year ended, December 31, 2009:
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37 ADJUSTMENT SCHEDULES
38 Schedule 3.01 — Adjustment to Rate Case Expense
38 Schedule 3.02 — Adjustment to Charitable Contributions
40 Schedule 3.03 - Adjustment to Office Supplies and Expenses
41 Schedule 3.04 — Adjustment to Memberships and Dues
42 Schedule 3.05 — Adjustment to Environmental Costs
43 Rate Case Expense
44 Q. Please describe Schedule 3.01, Adjustment to Rate Case Expense.
45

. 46 A Schedule 3.01 presents my proposed adjustment to rate case expense to
47 correct the amount of unamortized rate case expense from the prior rate
48 case and to change the amortization period for rate case expense from
49 three years to four years.
50 Q. Please explain your adjustment to correct the amount of unamortized rate
51 case expense from the prior rate case, Docket No. 04-0778.
52
53 A, My adjustment reduces the amount of unamortized rate case expense
54 from the prior rate case by the amount that will be amortized in January,
55 February, and March 2009. The amortization of rate case expense from
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Docket No. 04-0779 is a component of the tariffs currently in effect. To
allow future amortization of the unamortized balance at December 31,
2008, as the Company has proposed, would be to ignore the expense

recovered between that time and when new tariffs take effect.

Based on the schedule set in the instant proceeding, the Order in this
docket will not be entered until March 2009; thus, the earliest that new
rates could be expected to take effect is approximately April 1, 2009. By
then the Company wili have recovered an additional three months of prior
rate case expense. My proposed adjustment decreas_es the unamortized
balance by that additional three months of amortization that will have been
recovered through existing rates, and amo.rtizes the remaining balance
over my proposed amortization period for rate case expense for the

instant case.

Please explain your adjustment to change the amortization period for rate

case expense from three years to four years.

Nicor Gas chose a three-year amortization period for rate case expense

because the time period between the previous rate case filing and the
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75 current filing was approximately three years.! Based on the following
76 language in proposed Rider 28, Volume Balancing Adjustment (*Rider
77 VBA"), it appears that it will be at least four years before the Company
78 files its next rate case.
79 This rider shall operate on a pilot basis for a four-year period
80 pursuant to the Commission's order in Docket No. 08-XXXX.
81 The initial adjustments determined under this rider shall be filed
82 with the Commission by April 20, 2013, unless the rider is
83 implemented on a permanent basis upon the Commission's
84 approval in a general rate proceeding.’
85 Similar language regarding a four-year pilot period is also proposed in
86 Rider 29, Energy Efficiency Plan ("Rider EEP”).

. 87
88 Presumably, if Rider VBA allows the Company to recover its fixed costs as
89 anticipated, the Company will want to implement Rider VBA on a
90 permanent basis. [If the Company does not recover its fixed costs as
91 anticipated, it is more likely than not that the Company will want to
02 increase base rates. In either scenario, a rate proceeding would occur no
93 | sooner than four years in the future. Therefore, it is appropriate to
94 amortize rate case expense for the instant proceeding and the
95 unamortized portion of rate case expense from the prior proceeding over
96 four years instead of three years, as propésed by the Company.
. ' Co. Resp. to Staff DR BCJ 1.07.
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Charitable Contributions

Q. Please describe Schedule 3.02, Adjustment to Charitable Contributions.

A. Schedule 3.02 presents my proposed adjustment to remove contributions
to the Aurora Foundation, the Salvation Army-Chicago, Chicago United
and The Conference Board from Nicor Gas’' recoverable test year
expenses because they are costs that should be the responsibility of
shareholders, not ratepayers. My proposed adjustment also decreases

the projected amount of “Contributions less than $5,000" in the test year.

Q. Please describe the purpose of the Company's contribution to the Aurora

Foundation.

A. The contribution to the Aurora Foundation is applied to the Nicor Gas

Scholarship Fund ("Fund’), for which the Aurora Foundation is the
administrator.> The Fund provides traditional scholarships, based on
academic ability and financial need, and merit scholarships, based on

academic ability without consideration of financial need, to high school

g..continued)
Co. Ex. 14.1, p. 135.
% Co. Resp. to Staff DR BCJ 2.02.
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seniors. The scholarships are available only to students who have a

parent employed by Nicor Gas.”

Explain why you are proposing that this contribution be removed from

recoverable test year expenses.

Although the contribution to the Aurora Foundation is for an educationat
purpose, it is not a charitable contribution that should be .recovered from
ratepayers. Because the scholarships are available only to students who
have a parent employed by Nicor Gas, the only beneficiaries of this
“charity” are the Company’s own employees. In actuality, the contribution
is a component of the Company’s overall efforts to attract and retain a

qualified workforce.®

Please describe the purpose of the Company's contribution to the

Salvation Army - Chicago.

The contribution to the Salvation Army — Chicago represents Nicor Gas’

matching contribution to the "Sharing Program,” which provides financial

* Id.
®ld.
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assistance to customers with their natural gas bills.® The ‘Sharing
Program” is administered by the Salvation Army and funded by direct
contributions from Nicor Gas customers and employees, which the

Company matches dollar-for-dollar.”

Explain why you are proposing that this contribution be removed from

recoverable test year expenses.

| am proposing that the Company's contribution to the Salvation Army —
Chicago be removed from the test year because the cost should be paid
by shareholders. By including the contribution in the test year, Nicor Gas
is shifting the funding of its matching contribution to ratepayers.
Ratepayers would pay twice for their generosity — once through the direct

contribution to the "Sharing Program™ and again through base rates.

Has the Commission previously excluded matching contributions from

operating expenses?

Yes. Matching contributions were disallowed in the following dockets:

Docket No. 93-0183 lllinois Power Company

® Co. Resp. to Staff DR BCJ 2.07.
’ Description of Nicor Gas Sharing Program on Company website.
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Docket No. 95-0076 lllinois-American Water Company

If Staff's proposed adjustment is not accepted by the Commission and the
contribution to the Salvation Army — Chicago is allowed to remain in the

test year, should the amount be adjusted?

Yes. The Company has proposed a test year contribution of $220,000 to
the Salvation Army — Chicago. The description of the program on the
Company’s website indicates that Nicor Gas matches contributions dollar-
for-dollar up to $175,000. If allowed to remain in the test year, the
contribution to the Salvation Army — Chicago should be adjusted

downward to $175,000.

Please explain why you are proposing that the contributions to Chicago
United and The Conference Board be removed from recoverable test year

expenses.

Section 9-227 of the Public Utilities Act (“PUA’ or “Act’) allows a utility to

include in its revenue requirement donations made for the public welfare

or for charitable scientific, religious or educational purposes. The
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167 Company's contributions to Chicago United and The Conference Board
168 do not appear to fall into any of these categories.

169 Q. What type of organizations are Chicago United and The Conference
170 Board?

171

172 A The organizations are focused on economic development. Chicago
173 United's mission is to enrich the fabric of the region by building
174 sustainable diversity in business leadership.® A donation to Chicago
175 United ‘“will enable the advancement of muitiracial leadership
176 development in corporate governance and executive level management; .
177 develop a pipeline of future muftiracial executive leaders; and cultivate
178 - multiracial business partnerships."‘:J The Conference Board creates and
179 disseminates knowledge about management and the marketplace to help
180 businesses strengthen their performance and better serve s.ociety.10 For
181 over ninety years it has “equipped the world's leading corporations with
182 practical knowledge through issues-oriented research and senior
183 executive peer-to-peer meetings.”"’

184

® Co. Sch. C-7, p. 14.

? Chicago United website at www.chicago-united.org

'® Co. Sch. C-7, p. 15.

" The Conference Board website at www.conference-board.org

10
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185 Contributing to community and economic development organizations is a
186 promotional and goodwill practice. Such contributions may demonstrate
187 good corporate citizenship, but thley are not necessary in providing utility
188 service. Consequently, the ratepayers should not be burdened with the
189 expense of the Company's contributions to these coﬁmunity and
190 economic development organizations, and the expense should be
191 removed from the Company’s revenue requirement.
192 Q. Has the Commission previously excluded contributions to community and
193 economic organizations from operating expenses?

. 194
195 A Yes. Contributions to community and economic organizations were
196 disallowed in the following dockets:
197 Docket No. 03-0403 Consumers lllinois Water Company12
198 Docket No. 02-0690 lllinois American Water Company13
199 Docket No. 90-0128 Contel of lllinois'*
200 Q. Please explain why you are proposing a decrease to test year
201 “Contributions less than $5,000."
202

12 Order, Docket No. 03-0403, April 13, 2004, pp. 18-19.
. '* Order, Docket No. 02-0690, August 12, 2003, pp. 20-21.

11
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203 A. The Company's projected amount of “Contributions less than $5,000" for
204 the test yeér is more than the actual amount expended for the same
205 category in 2007. The Company provided an explanation for a portion of
206 the projected increase.” My adjustment decreases “Contributions less
207 than $5,000" for the unexplained portion of the projected increase.
208 Office Supplies and Expenses
209 Q. Please describe Schedule 3.03, Adjustment to Office Supplies and
210 Expenses.
211
212 Al Schedule 3.03 presents my proposed adjustment to test year Office
213 Supplies and Expenses to 1) remove branding expenses, 2) remove
214 contributions for economic development, and 3) reduce the projected
215 amount of training and seminar/meeting expenses.
216 Q. What are branding expenses and why shoulid they be removed from the
217 test year?
218

(..continued)
" Order, Docket No. 90-0128, January 16, 1991, pp. 49-50.
'® Go. Resp. to Staff DR BCJ 2.06.

12
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A, Branding expenses represent costs associated with promoting and

maintaining a company brand.® It is how a company gets its name before
the public, i.e., promotional, institutional, or goodwill advertising. For
example, included in branding expenses are the costs incurred for Nicor
Gas to be a sponsor of the Kane County Cougars, a baseball team, and

the Brookfield Zoo, and the cost for over ten thousand Nicor calendars.

Branding expenses should be removed from the test year because
Section 9-225(2) of the PUA expressly states that advertising costs of a
goodwill or institutional nature shall not be considered for the purpose of
determining rates:

In any general rate increase requested by any gas or electric
utility company under the provisions of this Act, the Commission
shall not consider, for the purpose of determining any rate,
charge or classification of costs, any direct or indirect
expenditures for promotional, political, institutional or goodwill
advertising, unless the Commission finds the advertising to be in
the best interest of the Consumer or authorized as provided
pursuant to subsection 3 of this Section.

Section 9-225(1)d) of the Act defines goodwill or institutional advertising
as:

...any advertising either on a local or national basis designed
primarily to bring the utility’'s name before the general public in
such a way as to improve the image of the utility or to promote
controversial issues for the utility or the industry.

'8 Co. Resp. to Staff DR DLH 2.05(g).

13
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Please respond to the Company’'s claim that branding expense is not
promotional, institutional, or goodwill advertising because it includes costs
for programs that are in the best interest of the consumer as provided by

Section 9-225 of the PUA."

A portion of the Company's branding expense is for programs such as
volunteerism by the Company's employees, an energy efficiency poster
contest for elementary school students, and a literacy program for
kindergarten through third grade students.'® However, a review of the
invoices associated with such programs in 2007 shows that the costs
include (1) costs to produce videos of the activities, (2) consultants’ fees
for drafting media materials and conducting outreach and follow up to the
press, and (3) the purchase of products for distribution that include the
Company logo.” Although there may be some potential benefits to
consumers, the Company uses the programs for public relations, i.e., to
put its name before the public in a positive way, thus promoting itseif and

generating goodwill.

7 Co. Resp. to Staff DR DLH 9.06(b).

g

% Co. Resp. to Staff DR DLH 8.06(c), Ex. 2.

14
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261 Q. Has the Commission previously excluded branding expenses from Nicor

262 Gas' operating expenses?

263

264 A Yes. In the Company'’s previous rate proceeding, Docket No. 04-0779,

265 the Commission found that "Nicor failed to sufficiently justify the branding

266 expenditures being borne by ratepayers. Nicor, therefore, is not entitled

267 to recovery...”® |

268 Q. in the Company's previous rate proceeding, Docket No. 04-0779,

269 branding expenses were recorded in Advertising Expense. How did you
. 270 determine that the branding expenses recorded in Office Supplies and

271 Expenses in the instant proceeding are similar in nature to the branding

272 expenses disallowed in Docket No. 04-07797

273

274 A | reviewed invoices for non-payroll branding expense charges for the

275 years 2006-2007, which were provided in response to Staff Data Request

276 ("DR”) DLH 9.06, and determined that the costs reflected by the invoices

277 are similar in nature to the branding expenses described in the rebuttal
. % Order, Docket No. 04-0779, Sept. 20, 2005, p. 38.

15
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testimony of Company witness Christine L. Suppes in Docket No. 04-

0779.%

Why are you proposing that the projected contribution for economic

development be removed from the Company’s revenue requirement?

The Company states that, “Economic development efforts include
strategic grant making to regional and municipal economic development
organizations to assist them by providing rate and infrastructure
information for prospective businesses considering locating in the

territory.”%?

My reason for proposing that the projected contribution for
economic development be removed from the Company's revenue
requirement is the same as the reason set forth above for removing the
contributions to Chicago United and The Conference Board; ie.,
contributing to economic development organizations is a promotional and
goodwill practice. Nicor Gas’ contributions to community and economic
development organizations are not for the public welfare or for charitable
scientific, religious or educational purposes, as required for a recoverable

contribution under Section 9-227 of the PUA. The contributions are not

necessary in providing utility service. Consequently, the ratepayers should

2 Co. Ex. 23.0, pp. 8-10.

16
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297 not be burdened with the expense of the Company contributing to these

298 community and economic development organizations. Therefore, these
299 expenses should be removed from the Company’s revenue requirement.
300 As demonstrated above, the Commission has repeatedly applied this
301 policy.
302 Q. Please explain why you are proposing a reduction to the projected amount
303 of training and seminar/meeting expenses in the test year.
304 A. | am proposing a reduction because the projected amounts appear to be
. 305 excessive and the revenue requirement upon which rates are based
306 should reflect a reasonable amount of expense. The projected amounts
307 of training and seminar/meeting expenses in the test year are 337% and
308 461%, respectively, of the actual amounts expended in fiscal year 2007.
309 The Company's only response to my request to provide all assumptions
310 for the increase and provide all information upon which the Company
311 relied in making the determination was this statement, “The increase is
312 primarily due to expenses related to employee development, engagement,

g..continued)
. % Co. Resp. to Staff DR BCJ 7.02.

17
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313 culture and diversity initiatives that were deferred due to required
314 budgetary reductions."*®
315 Q. Please explain the basis for your proposed adjustments to test year
3186 training and seminar/meeting expenses.
317
318 A. My proposed adjustments are based on the Company's historical
319 spending pattern compared to budget for the years 2005, 2006, and 2007.
320 For each category, | calculated the percent of budget likely to be
321 expended by comparing total actual expenditures for the three-year period
322 to total planned budget expenditures for the same time period. The .
323 Company’s projected expenditures were multiplied by the respective
324 percent to calculate more reasonable training and seminar/meeting
325 expenses to be included in the revenue requirement.
326 Memberships and Dues
327 Q. Please describe Schedule 3.04, Adjustment to Memberships and Dues.
328
329 A Schedule 3.04 presents my proposed adjustment to remove projected test
330 year Memberships and Dues from the Company’s revenue requirement.
331 The memberships and dues are for community and economic
2 Co. Resp. to Staff DR BCJ 7.04. .

18
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332 development organizations. Participation in such groups is a promotional
333 and goodwill practice, which, while perhaps promoting goodl corporate
334 citizenship and enabling employees to keep in contact with other
335 members of the business community, is not necessary in providing utility
336 service. Consequently, the ratepayers should not be burdened with the
337 | expense of the Company taking part in these community organizations.
338 The costs should be removed from the Company's revenue requirement.
339 Q. Were memberships and dues for community organizations disallowed in
340 Nicor Gas' previous rate proceeding, Docket No. 04-0779?

. 341
342 A.  Yes. The Commission accepted Staff's proposed adjustment to remove
343 the dues and memberships for certain community organizations from the
344 Company's revenue requirement.”*
345 Q. in addition to Docket No. 04-0779, has the Commission previously
346 excluded memberships and dues for community and economic
347 organizations from operating expenses?
348

. “ Order, Docket No. 04-0779, Sept. 20, 2005, p. 34.

19
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A Yes. Memberships and dues for community and economic organizations

were disallowed in the following dockets:
Docket No. 90-0169 Commonwealth Edison Company?
Docket No. 94-0065 Commonwealth Edison Company®®

Docket No. 99-0119/99-0131 (Cons.} Central lllinois Light Company®’

Environmental Costs

Q. Please describe Schedule 3.05, Adjustment to Environmental Costs.

A Schedule 3.05 presents my proposed adjustment to remove costs
associated with the clean up of outside mercury regulators that were
inadvertently included in the Company's proposed revenue requirement.23
According to Company witness James M. Gorenz, costs of a mercury
inspection and repair program initiated by the Company in 2000 are not

being recovered from customers.”®

Q. Has Nicor Gas identified costs that were inadvertently excluded from the

Company'’s proposed revenue requirement?

% Order, Docket No. 90-0169, March 18, 1991, p. 36.

28 Order, Docket No. 94-0065, Jan. 9, 1995, p. 40.

2" Order, Docket No. 99-0119/99-0131 (Cons.), August 25, 1999, p. 35.
2 Co. Resp. to Staff DR BCJ 11.10.

20
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The Company has determined that certain costs associated with waste
disposal of field generated items were inadvertently excluded from the test
year.®® However, this information was not received in time for follow up
before the‘ filing of my direct testimohy. If discovery indicates that an

adjustment is appropriate, | will address the issue in rebuttal testimony.

Rider 28 — Volume Balancing Adjustment (‘Rider VBA™

Q.

Please summarize your testimony regarding the Company’'s proposed

Rider VBA.

Although | am not opining about whether Rider VBA should be adopted,
my testimony provides a description of my understanding of Rider VBA as
presented by the Company and my proposed changes and/or
improvements to the rider in the event that it is adopted by the

Commission.

Describe your understanding of Rider VBA.

Proposed Rider VBA provides a means, independent of customer gas

consumption, for the Company to recover the following:

gnconﬁnued)
® Co. Ex. 11.0, p. 19.
* Co. Resp. to Staff DR BCJ 11.10.

21
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a) that portion of fixed costs currently recovered through the
volumetric portion of delivery service charges on a monthly basis;
b) any over/under-recovery of the fixed cost portion of the volumetric
charges on a per customer basis; and
¢} any Commission ordered recovery determined from an annual true-

up {reconciliation) proceeding.

How does Nicor Gas' Rider VBA compare to Rider VBA approved by the
Commission in the Peoples Gas Light and Coke Company ("Peoples”)
and North Shore Gas Company (“North Shore”) rate cases, Docket Nos.

07-0241/0242 (Cons.)?

Except for the amortization period for the reconciliation adjustment, Nicor
Gas' Rider VBA is similar in all respects to Rider VBA approved by the
Commission in Docket Nos. 07-0241/0242 (Cons.). Whereas the
Peoples/North Shore Rider VBA amortizes the reconciliation adjustment
over a ten-month period, Nicor Gas proposes to amortize the

reconciliation adjustment over a nine-month period.

Are you proposing any changes to the Nicor Gas Rider VBA?

22
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Yes. If the Commission approves Rider VBA as filed, | propose the
following changes:
1. Correct the length of the reconciliation period included in the definition
of “Previcus Reconciliation Period.”
Section A - Definitions
Previous Reconciliation Period shall mean the tea-menth

nine-month reconciliation period that ended as of the most
recent Fiscal Year.

2. Replace the formula for RA, to reflect a revised formula in the
Peoples/North Shore Riders.

Section B — Determination of Adjustment
RA, shall be represented by the following formula:

ROM—{AMIACH-RECREG—VBAR
(RCM — (AM/AC x RCC)) x PFC — VBAR

3. Enhance language regarding an annual reconciliation process
removed from Section D — Terms and Conditions and place it in
Section C - Reports and Reconciliations.

Section C — Reports and Reconciliations. _
The Company shall file with the Commission on or before
the twentieth (20th) day of each Filing Month an information
sheet that specifies the adjustments to be effective under
this rider for the Effective Month. The Company shall file
any corrections from a timely filed information sheet on or
before the last day of the Filing Month. Any other filing after
that date will be accepted only if submitted as a special
permission request under the provisions of Section 9-201(a)
of the Public Utilities Act [220 ILCS 5/9-201(a)).

23
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The Company shall file with the Commission annually, no
later than March 31, a statement of the Reconciliation
Adjustment components RA, and RA, to be applicable for
the Upcoming Reconciliation Period. At this same time, the
Company shall also file a petition with the Commission
seeking initiation of a docketed annual reconciliation
process. The petition shall be supported by testimony as to
the accuracy of the reconciliation statement. Supporting
invoices and any additional supportting documentation or
workpapers affecting the information presented in_the
Company's _reconciliation shall _be provided to the
Commission’s Accounting Staff at the time of the filing of the
reconciliation statement, petition, _and testimony. The
ordered adjustment from such proceeding (Factor O} shall
be reflected in the Reconciliation Adjustment over a
succeeding Reconciliation Period.

Section D - Terms and Conditions.
Subject to Terms and Conditions of Service and Riders to
Schedule of Rates for Gas Service which are apphcable to

Are you proposing any other changes to the Nicor Gas Rider VBA?

Yes, 1 am proposing language 1) to require a report on the effect of Rider
VBA on the Company’s rate of return and 2) to enhance the effectiveness

of the annual internal audit as a tool for monitoring Rider VBA.

Please explain your proposed language regarding a report on the effect of

24
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462 Rider VBA on the Company's rate of return.
463
464 A | propose to insert language into proposed Rider VBA, so that it reads as
465 follows:
466 Section C — Reports and Reconciliations
467 The Company shali file with the Commission on or before
468 the twentieth (20th} day of each Filing Month an information
469 sheet that specifies the adjustments to be effective under
470 this rider for the Effective Month. The Company shall file
471 any corrections from a timely filed information sheet on or
472 before the last day of the Filing Month. Any other filing after
473 that date will be accepted only if submitied as a special
474 permission request under the provisions of Section 9-201(a)
475 of the Public Utilities Act [220 ILCS 5/9-201(a)].
476

. 477 The Company shall file with the Commission annually, no
478 later than March 31, a statement of the Reconciliation
479 Adjustment components RA, and RA, to be applicable for
480 the Upcoming Reconciliation Period. As part of the filing,
481 the Company shall provide the annual earned rate of return
482 for the most recent Fiscal Year and an analysis of the impact
483 of VBA revenues collected during the most recent Fiscal
484 Year on that reported earned return. At this same time, the
485 ‘ Company shall also file a petition with the Commission
486 seeking initiation of a docketed annual reconciliation
487 process. The petition shall be supported by testimony as to
488 the accuracy of the reconciliation statement. Supporting
489 invoices and any additional supporting documentation or
490 workpapers affecting the information presented in the
491 Company’s reconciliation shall be provided to the
492 Commission's Accounting Staff at the time of the filing of the
493 reconciliation statement, petition, and testimony. The
494 ordered adjustment from such proceeding (Factor O) shall
495 be reflected in the Reconciliation Adjustment over a
496 succeeding Reconciliation Period.
497 In its Order in Docket Nos. 07-0241/07-0242 Consolidated, the
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Commission directed Staff to provide the Commissioners an annual report
on Peoples/North Shore's rates of return and the effect of Rider VBA on
the returns. If the Commission decides to adopt Rider VBA for Nicor Gas
and similarly requires an annual report of Nicor Gas’ earned rate of return
and the effect of Rider VBA on that return, | propose that the Commission
require the Company to separately provide in its annual reconciliation
filing the annual earnéd rate of return and an analysis of the impact of
VBA revenues collected for that period on that reported earned return.
This provision would ensure that the Commission would be able to timely

receive and review such earned rate of return information.

Please explain your proposed language regarding the annual internat

audit feature of Rider VBA.

As filed, proposed Rider VBA anticipates an annual internal audit, but
there are no requirements regarding what will be tested in the audit. In
order for the annual internal audit to be aﬁ effective tool to the Staff and
the Commission in monitoring Rider VBA, it is important that the audit
include certain specified tests of the rate mechanism. Therefore, |
propose the following language changes. to the Audit section of Rider
VBA:

Section E ~ Audit
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519 TheCompany—shall-file—apaually-with-the—Manager—of-the
520 Accounting—Deparment—ef—the —Commission's—Finansial
521 Analysis-Division,—nolaterthan-Augdst—t—an—internalaudit
522 report—that—determines—whether—or—not—the—VBA—and
523 information—provided-in—Section-L-have—been—calculated-in
524 accordance-with-this-rider
525
526 The Company shall annually conduct an internal audit of the
527 operation of the Rider. The internal audit shall include at least
528 the following tests: 1) test that the Actual Margin per customer
529 for each applicable Service Classification that exceeds or falls
530 short of any previously established Rate Case Margin per
531 customer is _being correctly reflected in the calculations; 2)
532 test that costs recovered through Rider VBA are not being
533 collected through other approved tariffs; 3) test that Rider
534 VBA adjustments are being properly billed to customers; 4)
5356 test that Rider VBA revenues are being recorded in
536 appropriate accounts; and 5) test that Rider VBA charges or
537 credits _are being identified and recorded properly for
538 calculating rates and reconciliation. The above list of tests
539 does not limit the scope of the audit.
540
541 The Company shall submit the audit report to the Manager of
542 the Accounting Department of the Commission’s Financial
543 Analysis Division no later than August 1 each vear, bedinning
544 in 2010. Such report shall be verified by an officer of the
545 Company.
546 Q. Is Rider VBA a partial or a full decoupling mechanism?
547
548 A Rider VBA, as proposed, is a partial decoupling mechanism in that it
549 tracks changes in usage on a per customer basis. A decline in gas
550 consumption that results in a decline in the revenue margin per customer,
551 as compared to the revenue margin per customer approved in the instant
552 proceeding, will result in a positive VBA rate; i.e., a charge to customers.
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Conversely, an increase in gas consumption that results in an increase in
the revenue margin per customer, as compared to the revenue margin per
customer approved in the instant proceeding, will result in a negative VBA
rate, i.e., a refund to customers. Because the revenue margin per
customer approved in the instant proceeding is based on a projected level
of customers, an increase in the actual number of customers could resuit
in the Company recovering more for fixed costs than the amount in the

approved revenue requirement.

How would Rider VBA function if it were a full decoupling mechanism?

Rider VBA could be structured to ensure that the Company recovers the
fixed operating costs inherent in the volumetric charges that customers
pay only on the actual volumes of gas delivered to them. If Rider VBA
were structured as a full decoupling mechanism, the VBA rate would be
determined on the fixed cost portion of the volumetric charges on a total
revenue requirement basis, as opposed o a per customer basis as
described abové. If actual revenue billed for the fixed costs was less than
the amount included in the revenue requirement approved by the
Commission, the VBA rate would be positive, resulting in a charge to

customers. |If actual revenue billed for the fixed costs exceeded the

28




573

574

575

576

577

578

579

580

581

582

583

584
285
586
587
588

589
590
291
592
593
594
595
596
597
598
599
600
601
602

Docket No. 08-0363
ICC Staff Exhibit 3.0

amount included in the approved revenue requirement, the VBA rate

would be negative, resulting in a refund to customers. Under full

decoupling, an increase in the actual number of customers would not

result in the Company potentially recovering more for fixed costs than the

amount in the approved revenue requirement.

What changes are needed for Rider VBA to function as a full decoupling

mechanism?

For Rider VBA to function as a full decoupling mechanism, the formulas

for the Effective Component and the RA1 component of the Reconciliation

Adjustment should be modified as follows:

(1) Effective Component — The adjustment, determined for each Service
Classification, to be billed for the Effective Month is represented by
the following formula:

{ROMARCSY—AMLACH - RPECRECHT100
(RCM - AMYx PFC /T x 100

R ihationMonth.
represents the Actual Margin for the Reconciliation Month.

Month-

represents the forecast Factor T for the Effective Manth.
represents the percentage of the Company's costs that are fixed
as determined and authorized by the Commission in the
Company’'s most recent rate proceeding.
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(2) Reconciliation Adjustment
RA, shall be represented by the following formula:
(RCM—(AMIAC x RCCH - REC—VBAR™
(RCM — AM) x PFC - VBAR

RCM represents the Rate Case Margin for the Fiscal Year.
AM  represents the Actual Margin for the Fiscal Year.

{ho-Fiscal-Year:

VBAR represents the sum of the actual monthly revenues arising
from the application of the Effective Component in Section B
(1) for the Fiscal Year.

O represents the Ordered adjustment, in dollars ($), ordered by
the Commission that is to be refunded to or collected from
customers as a result of the reconciliation established in
Section C.

PFC represents the percentage of the Company's costs that are
fixed as determined and authorized by the Commission in
the Company’'s most recent rate Proceeding.

Are you making a recommendation regarding which mechanism — Rider
VBA partial decoupling or Rider VBA full decoupling - is appropriate for

the recovery‘ of Nicor Gas' fixed delivery service costs?
No, | am not making a recommendation regarding which mechanism is

appropriate for the recovery of the Company’s fixed delivery service costs.

Instead, | am providing the Commission another alternative it may wish to
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632 consider should it decide to approve another rider pilot program. It is
633 evident from the Commission's decision to approve a Rider VBA
634 (structured as a partial decoupling mechanism} in Docket Nos. 07-
635 0242/07-0242 (Cons.) that it is wiling to consider alternatives to the
636 traditional method of recovering a portion of fixed costs through the
637 volume based portion of a customer’s bill. It is also evident from the fact
638 that Rider VBA was approved as a pilot program that the Commission is
639 interested in evaluating the method before it is given permanent approval.
640 If, in the instant ;;roceeding. the Commission were to approve recovery of
. 641 fixed delivery service costs through a pilot program different from the one
642 approved in Docket Nos. 07-0242/07-0242 (Cons.), there would be more
643 information available with which to evaluate which is the better method of
644 recovering a utility's fixed costs.
645 Rider 29 — Energy Efficiency Plan {*Rider EEP™)
646 Q. Please summarize your testimony regarding the Company’'s proposed
647 Rider EEP.
648
649 A. For various policy reasons explained by Staff witness David Brightwell in
650 Staff Exhibit 13.0, Staff does not recommend that this rider be approved

s..continued)
. ! Revised formula discussed at page 23.
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by the Commission. However, if the Commission determines it is
appropriate for the Company to recover funds necessary to implement
various energy conservation and efficiency programs through a rider
mechanism, my testimony presents recommended changes and/or

improvements to Rider EEP.

Please describe the recommended changes and/or improvements to

Rider EEP if the Commission approves the rider.

My recommendations are 1) to change the filing date of the Effective
Component, 2) to correct the wording of the definition of “Carry Over
Percentage,” 3) to correct the formula for the Effective Component, 4) to
enhance the description of the RA, component of the Reconciliation
Adjustment formula, 5) to revise the Reconciliation Adjustment formula to
allow for an Ordered adjustment, 6) to correct the date of the first
Reconciliation Period, and 7) to enhance the effectiveness of the annual

internal audit as a tool for monitoring Rider EEP.

Why are you recommending a change to the filing date of the Effective

Component?
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Rider EEP states that, “...the Company shall file the Effective Component
with the Commission no later than December 31, and it shall be in effect
for the 12 month period commencing the following January 1.” | propose
that the filing date be changed to December 1 in order to allow time for
Staff to review the fi!ing.before it takes effect on January 1. Per the
Company’s response to Staff DR BCJ 5.01, the Company indicated it

would agree to a December 1 filing date.

Why are you recommending a correction to the wording of the definition of

Carry Over Percentage?

Nicor. Gas' Rider EEP is modeled after Rider EEP approved in Docket
Nos. 07-0241/07-0242 (Cons.) for Peoples and North Shore, which
identifies the period of time an Effective Component is in effect as a
Program Period. Nicor Gas has chosen to identify the same period of
time as a Plan Period. The definition of Carry Over Percentage makes
reference to a Program Period, which should be corrected to read Plan
Period.
Section A - Definitions :
Carry Over Percentage ....The Carry Over Percentage shall be
75% in the second Plan Period, 50% in the third Plan Period, 25%

in the fourth Plan Period and 10% in each subsequent Program
Plan Period.
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Why are you recommending a correction to the formula for the Effective

Component?

As filed, the formula to calculate the Effective Component for each month
during the Plan Period will accommodate only a twelve-month Plan
Period. Because the first Plan Period will be less than twelve months, |
propose that the formula be changed to allow for a Plan Period that is not
twelve months.

Section B ~ Determination of Adjustment
(1)  Effective Component

ARB-+-CSAH-CUST12-x400
(APB + CSA)/ CUST / MONTHS x 100

Where:

APB represents APB for the Plan Period

CSA represents CSA for the Plan Period

CUST represents CUST for the Plan Period

MONTHS represents the number of months in the Plan Period

Per the Company's response to Staff DR BCJ 5.05, the Company

indicated it would agree with the change.

Why are you recommending an enhancement to the description of the

RA, component of the Reconciliation Adjustment formula?
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It is not clear from the description of the RA, component how it would be
calculated. To enhance clarity, | recommend that the formula for
calculating the RA, component be included in its description.

Section B - Determination of Adjustment
(2) Reconciliation Adjustment

Where:
RAZ represents the-reseneiliation-of-RA, (RA(_ried prior year—
RA_jpiieq prior vean) fOr the Previous Plan Period, where a

(+RA,) equals an amount due the Company and a
(-RA,) equals an amount due the customer.

Why are you recommending a revision to the Reconciliation Adjustment

formula to allow for a Commission ordered adjustment?

in the section of Rider EEP regarding the Reconciliation Adjustment, the
Company defines a factor O as an adjustment ordered by the
Commission that is to be refunded to or collected from customers as a
result of the annual reconciliation process. However, there is no factor O
component in the formula for the Reconciiiation Adjustment. |
recommend that the formula for the Reconciliation Adjustment be revised
to properly reflect an ordered adjustment by the Commission.

Section B ~ Determination of Adjustment
(2) Reconciliation Adjustment
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[(COB1-COB2)+[(RA1+RA2+O)x(1+)]/CUST/8 x 100

~ Why are you recommending a correction to the date of the first

Reconciliation Period?

Rider EEP identifies the first Reconciliation Period as the eight-month
period commencing May 1, 2009. The correct date is May 1, 2010. The
Reconciliation Period is defined as the time during which the
Reconciliation Adjustment is recovered. If the first Reconciliation
Adjustment to be calculated is for the Plan Period ending December 31,
2009, the first Reconciliation Period must be the period beginning May 1,
2010. Per the Company’'s supplemental response to Staff DR BCJ 5.07,

the Company indicated it would agree to the date change.

Please explain your proposed enhancement to the annual internal audit

feature of Rider EEP.

As filed, proposed Rider EEP anticipates an annual internal audit, but
there are no requirements regarding what will be tested in the audit. In
order for the annual internal audit to be an effective tool to the Staff and

the Commission in monitoring Rider EEP, it is important that the audit
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755 include certain specified tests of the rate mechanism. Therefore, |
756 propose the following language changes to the Audit section of Rider
757 EEP;:

758 Section E — Audit

759

760

761

762

763

764

765

766 The Company shall annually conduct an intermnal audit of the
767 operation of the Rider. The internal audit shall include at least
768 the following tests: 1) test that costs being recovered through
769 Rider EEP are not being recovered through other approved
770 tariffs; 2) test that Rider EEP adjustments are being properly
771 billed to customers; 3) test that Rider EEP revenues are being
772 recorded in_appropriate accounts: 4) test that Rider EEP
773 charges or credits are being identified and recorded properly
774 for_calculating rates and reconciliation; and 5) test that the
775 costs associated with_ the Company's responsibility as Fiscal
776 Agent for the EEP are being identified_and recorded in
777 appropriate accounts. The above list of tests does not limit
778 the scope of the audit.

779

780 The Company shall submit the audit report to the Manager of
781 the Accounting Department of the Commission’s Financial
782 Analysis Division_no later than August 1 each year, beginning
783 in_2010. Such report shall be verified by an officer of the
784 Company.

785 Conclusion

786 Q. Does this question end your prepared direct testimony?

787
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788 A, Yes.
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VERIFICATION

I, Burma C. Jones, being first duly sworn, depose and state that | am an
Accountant in the Accounting Department of the Financial Analysis Division of the lllinois
Commerce Commission; that | sponsor the foregoing Direct Testimony of Burma C. Jones;
that | have personal knowledge of the information stated in the foregoing Direct Testimony;

and that such information Is true and correct to the best of my knowledge, information and

belief.

lllinois Commerce Commission

Subscribed and sworn to before me
this 27th day of August/2008.

; ‘ i ,/ W""‘""‘*\
4 Z’ Not Public '

OFFICIAL SEAL

BOWMAN
NOTAR‘; AI ¥ "OF iLLINOIS
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